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TAXATION  OF  AMERICAN  COMPANIES  IN  CHINA 


Committee  on  Ways  and  Means, 

House  of  Representatives, 

Fi^ay,  December  17, 1920. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Joseph  W.  Fordney 
(chairman)  presiding. 

The  Chairman.  Gentlemen,  Congressman  Dyer  wants  to  be  heard 
a  few  minutes  on  the  tax  features  of  H.  R.  7204.  There  have  been 
appointments  arranged  for  some  other  gentlemen  to  be  heard  to-day, 
but  we  will  hear  Mr.  Dyer  and  his  friends  for  15  minutes. 

STATEMENT  OF  HON.  LEONIDAS  C.  DYER,  A  REPRESENTATIVE  IN 
^  CONGRESS  EBOM  THE  STATE  OE  MISSOXTRL 

Mr.  Dter.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
purpose  in  coming  before  your  committee  this  morning  is  to  have 
you  listen  for  a  short  time  to  a  gentleman  who  is  engaged  in  business 
m  China.  I  have  a  bUl  pending  before  the  Judiciary  Committee, 
of  which  I  am  a  member,  for  the  purpose  of  creating  Federal  incor- 
porations for  China.  That  bill  has  been  j)endiiig  in  that  committee 
for  some  time,  and  during  the  last  summer  I  was  in  China  and 
investigated  the  matter  somewhat  carefully  and  took  the  statements 
•of  a  great  many  Americans  who  are  doing  business  in  the  Orient 
as  to  the  necessity  for  passing  a  law  to  grant  Federal  charters  to 
Americans  to  do  business  in  China. 

I  shall  not  take  up  the  time  of  the  committee  myself  explaining 
the  necessity  qf  the  bill  at  this  time,  but  there  is  one  provision  that 
I  placed  in  this  bill  which  was  to  exempt  these  proposed  cor]oorations 
from  taxes  to  the  Federal  Government.  The  purpose  of  that  pro- 
vision I  will  not  endeavor  to  explain  in  detail,  but  its  object  was,  in 
a  few  words,  to  give  Americans  the  same  opportunity  to  do  business 
in  China  that  British  and  other  ^vemments  give  to  their  nationidis 
who  are  not  taxed.  Our  committee,  the  Judiciary  Committee,  of 
course,  is  unwilling  to  present  a  bill  to  the  House  with  this  provisdon 
in  it  without  it  first  having  been  considered  by  this  honorable  com- 
mittee and  its  approval  had.  So  the  intent  has  been  to  come  to  tiiis 
committee  and  obtain  its  advice  and  approval  of  that  provision 
before  we  would  draft  it  into  the  bill- 

Mr.  Hawley.  What  provision  is  that,  the  tax  exempt  provision? 

Mr.  Dyer.  Yes. 

Mr.  Hawley.  Exempting  citizens  of  the  United  States  from 
taxation  when  their  money  is  invested  in  American  corporations 
doing  business  in  China? 

Mr.  Dyer.  Some  time  later  I  desire  to  have  a  hearing  before  this 
committee,  when  I  would  have  a  number  of  witnesses,  business  men 
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and  others,  testify  as  to  the  necessity  for  the  exemption  from  taxes 
of  these  proposed  companies.    ^.     ,  ^      ^-  ...       -      •  . 

Mr.  YouxG.  That  bill  is  pending  before  the  committee  of  which 

you  are  a  member?  -r       ■  xj.  i.    u  ^.u 

Mr  Dteb.  The  Committee  on  the  Judiciary,  yes.  It  has  been  there 
for  two  years.  I  am  the  author  of  the  bill  now  known  as  H.  K. 
7204 

Mr  Chairman.  Mr.  H.  H.  Arnold,  who  is  president  of  the  Ameri- 
can  Chamber  of  Commerce  of  Shanghai,  China,  is  here.  He  is  m 
the  United  States  in  connection  with  the  business  which  he  represents 
there,  and  I  asked  him  to  come  to  Washington  from  New  York  this 
momino-  to  confer  with  him  touching  this  legislation,  and  through 
the  kindness  of  the  chairman  I  now  have  the  honor  to  present  him 
to  the  committee  and  he  wiU  talk  to  you  a  few  moments  upon  the 
necessity  for  this  legslation.  *  ij 

The  Chaibman.  We  will  be  gkd  to  hear  you,  Mr.  Arnold. 

glAIEMENT  OF  MR.  H.  H.  ARNOLD,  PRESIDENT  OF  THE  CHAMMa 

OF  GOMKEBCE^  SSAHaHAI,  CIOSA. 

Mr.  Gabnbr.  What  is  your  business,  Mr.  Arnold? 

Mr,  Abnou).  I  am  president  of  the  Chamber  of  Commerce  ot 
Shanghai  and  vice  president  of  the  Anderson  Mining  Co.,  engineers, 
contractors,  importers,  and  exporters.  i.  • ,  t 

Mr.  Garnbb.  You  are  an  importer  and  exporter  m  bhaughai  f 
that  what  you  mean?  Not  in  this  country? 

Mr.  Aknold.  We  export  from  China  and  the  same  transaction  is 
importing  into  the  United  States;  we  import  into  China  and  the 
same  transaction  is  exporting  from  the  Umted  States. 

Mr,  Garner.  You  buy  goods  in  this  country  and  send  th^  to. 

China?  . 

Mr.  Arnold.  Yes.  The  American  firm  in  China  is  in  competition 
in  securing  the  trade  of  China,  which  is  developing  rapidly  and 
which  has  very  great  potentialities,  particularly  with  England, 
France,  and  Japan,  and  on  account  of  our  being  under  the  privileges 
of  extraterritoriality  there  special  laws  have  been  made  treating 
with  commerce.  England.  France,  and  Japan,  our  principal  com- 
petitors, all  have  special  privileges  or  specially  favorable  treatment 
of  firms  operating  there. 

The  Chahoian.  Have  you  copies  of  those  charters  that  you  couia 
furnish  the  committee? 

Mr.  Ar.Noi.D.  They  are  not  at  all  easy  to  get.  The  American  Cham- 
ber of  Commerce  in  China  has  been  trying  to  get  them  for  some  time. 

The  Chairman.  If  we  are  to  assist  you,  we  should  have  copies  of 
those  laws,  in  order  to  ascertain  what  advantages  other  countries 
have  over  American  corporations. 

Mr.  Arnold.  The  principal  things  that  we  want,  that  they  don't 
have,  is  excess  profits  tax  exemption,  and  that  is  one  of  the  most 
important  points.   I  will  speak  of  that. 

The  trade  fluctuations,  the  ups  and  downs,  of  trade  out  there 
are  very  much  greater  than  they  are  over  here.  It  is  not  unusual 
for  a  company  to  make  all  the  profit  out  of  seven  years'  trading  in 
one  or  two  years  and  other  years  have  very  heavy  losses,  or  small 
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losses,  and  unless  the  company  can  lay  by  a  surplus  they  haven't 
much  possibility  of  being  permanent.  The  British  firms,  the  Frencli 
films,  the  old  well-organized  ones,  have  gone  right  through  tlie  war 
and  are  practically  as  strong  to-day  as  tliey  were  before  the  war, 
althougli  their  trading  Avas  much  snuiller  and  they  traded  in  Ameri- 
can goods  where  tliey  had  to  in  order  to  keep  going,  and  the  principal 
reason  for  that  is  because  they  have  Iniilt  up  the  enormous  surpluses. 

Their  surplus  in  a  great  many  cases  is  many  times  their  capital, 
and  the  American  firm  which  is'not  able  to  do''that  will  not  be  able 
to  go  through  periods  such  as  we  have  to-day.  There  ai  e  2:^3  Ameri- 
can companies  resident  members  of  the  American  Chamber  of 
Commerce  in  China  this  year,  and  the  prospects  are  that  this  ^■ery 
serious  difficulty  we  are  having  now.  the  drop  in  exchange,  the 
withdrawal  of  finances,  will  probably  take  away  two-thirds  of  those 
companies. 

What  I  am  asking  for  is  that,  if  you  can,  some  arrangement  should 
be  made  to  put  us  on  an  equa^  basis  to  compete  with  foreign  com- 
petitors in  getting  business. 

Mr.  Hawust.  Are  the  English  companies  engaged  in  business  m 
China  exempt  from  all  taxation  on  tlie  money  invested  in  the  busi- 
ness they  are  doing  in  China  or  only  for  part  of  it  ? 

Mr.  Arnouj.  Those  incorporated  under  the  Hongkong  ordmances 
are,  except  for  a  few  fees.  They  are  not  really  taxes. 

Mr.  Hawmsy.  Are  they  exempt  from  taxation  in  China  or  taxaticm 
in  England? 

Mr.  Arnoij).  They  are  exempt  from  corporation  taxes. 
Mr.  Hawi^.  In  England  ? 

Mr.  Arnold.  Well,  these  companies  are  in  China.  1  hey  do  not  pay 
taxes  to  China,  except  on  lands  and  property,  and  they  do  not  pay 
taxes  to  England  on  the  part  of  the  business  conducted  in  China. 

Mr.  CiRKEx.  I  see  no  way  by  which  England  could  tax  a  corpora- 
tion which  did  business  in  China  and  was  uicorporated  there.  Are 

they  incorporated  in  China?  ,   ,  i_ 

Mr.  Arnold.  Thev  have  a  special  law  called  the  Hongkong  or- 
dinances. They  are'  special  laws  which  enable  them  to  incorporate 
entirely  under  the  British  jurisdiction,  absolutely  as  British  com- 
panies,' and  with  the  British  consular  protection  and  their  court 
assistants,  and  thev  remain  strictly  a  British  company. 

Mr,  Dyee.  Hongkong  is  British  territory,  you  know. 

Mr.  Green,  That  is  what  puzzled  me  about  the  matter. 

Mr.  Arnold,  But  these  ordinances  affect  companies  operatmg 
throughout  China— British  companies.  ^ 

Mr.  Green.  Are  you  certain  that  those  which  are  incorporated  in 
British  territory  are  free  from  the  British  corporation  taxes? 

Mr.  Arnold,  Those  that  are  incorporated  in  Hongkong,  under  the 
Hono-kong  ordinances,  or  operating  in  China,  I  am  sure  they  are. 

Mr.  Hawlet,  That  is,  that  part  of  their  capital  which  is  used  m 
the  trading  business  in  China? 

Mr,  Arnold,  They  always  have  a  separate  company  for  the  trading 
business  in  China,  and  it  would  be  necessary  in  this  case  for  us  to 
have  a  Federal  incorporated  company  for  trade  in  China.  They 
would  have  to  also  trade  with  the  United  States  in  regard  to  buying 
and  selling,  but  their  principal  place  of  business  would  have  to  be 
tiiere. 
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Mr.  Gbeen.  Does  this  Hongkong  ordinance  permit  Amreican  citi- 
zens to  incorporate  under  it?  .      ^       v  i  •  + 

Mr  ABNOik  Quite  a  number  of  American  firms  did  incorporate 
under  these  laws,  and  recent  orders  m  council  required  that  all  ot 
the  officials-that  the  directorate  and  aU  of  the  officers  of  the  com- 
pany—should  be  British  citizens.  •    .V,  f  l^r,o9 

iSfr.  Gkbbn.  So  that  stopped  anythm^  further  in  that  line  ^ 

Mr.  Abkoid.  It  very  seriously  comphcated  American  business  out 

there  which  was  so  incorporated.  1x1.^^1.  n 

Mr  Hawmst.  Ajid  they  occupy  the  stand  that  they  will  not  allow 
American  citizens  to  be  officers  in  the  British  companies  ? 

Mr.  Abnold.  Not  British  companies  under  the  Hoi^kong  ordin- 
ances except  that  if  they  make  their  head  office  m  Hongkong,  so 
that  they  are  directly  under  the  British  courts  and  so  that  they  are 
not  under  the  privileges  of  exterritoriaUty  under  their  own  courts, 
then  they  will  permit  them  to  be.  Do  you  get  the  point* 

Mr.  EfAwiiET.  Yes.  .  ,  *  .  . 

^Ir.  Arnold.  If  they  are  living  m  Hongkong  they  can  be  Amer- 
ican officers,  but  any  place  else  they  can  not.  ,     ^  ^       ^  , 

Mr  Hawley.  Let  me  see  if  I  understand  the  statement  vou  made 
a  moment  ago.  You  said  that  an  American  company— if  the  pro- 
po-^al  you  Hiibmit  here  is  agreed  to— would  need  a  charter  to  do 
business  in  the  interior  of  China.  Do  I  understand  that  they  need 
also  another  charter  in  order  to  do  business  of  expprtmg  and  import- 
ing with  the  Ignited  States? 

Mr.  Arnold.  Xo.  sir. 

Mr.  Hawley.  The  same  status  does  for  both? 

Mr.  Arnold.  The  same  status;  yes.  ^ 

Mr.  Hawley.  Now,  do  you  propose  that  the  income  from  ail  me 
m(jiK'V  invested  in  your  enterprises  in  China,  whether  it  is  for  trading 
in  Cliina  or  with  the  I'nited  States,  shall  be  exempted  from  corpora- 
tion taxes  and  excess-profits  taxes? 

Mr.  Arnold.  All  we  want  is  that  we  will  be  put  on  an  equal  footing 

with  the  other  people. 

Mr.  Hawley.  Of  course,  we  want  to  know  what  you  think  would 

be  an  equal  footing. 

Mr.  Arnuij).  I  think  it  is  rather  hard  to  draw  a  line  there. 

:\Ir.  Garner.  Up  to  date  you  have  not  suggested  the  repeal  of  any 
law  except  the  excess-]irofits  law.  Now.  what  do  you  mean  when  you 
say  you  want  to  put  them  on  an  equality  with  everybody  else?  What 
is  an  equality? 

:Mr.  Arnold.  Equality  is  practically  freeing  them  fnpm  any  cor- 
poration tax  or  excess-profits  tax  on  the  business  conducted  in  China. 

Mr.  Garner.  You  never  have  stated  that  before. 

The  Chairman.  Then,  you  desire  more  than  the  excess-profits  tax 
exemptions:  you  desire  also  exemption  from  corporation  taxes? 

Mr.  Garner.  Income  tax  and  everything  else? 

Mr.  Arnold.  Not  individual  income  tax. 

The  Chairman.  Now.  let  me  see  if  we  understand  you.    You  want 
to  be  free  from  corporation  taxes? 
Mr.  Arnold.  Yes. 

The  CiiAiR^rAN.  That  is  more  than  excess-profits  tax,  you  know. 
That  is  the  corporation  income.  You  want  to  be  freed  from  all  o:^ 
thfflu  ?  \ 
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■  Mr.  Arnold.  I  don't  know  enough  to  know  exactly  to  what  our 
competitors  are  having — what  other  nations  are  giving  to  their  com- 
panies, but  we  believe  that  in  order  to  put  us  on  an  equal  footing  we 
would  have  to  be  freed  from  all  corporation  taxes,  except  such  things 
as  registration  fees. 

Mr.  Hawley.  In  your  judgment,  what  will  happen  if  you  are  not 

m-anted  this  privilege? 

Mr.  Arnold.  We  Avill  ne^er  be  able  to  build  up  American  com- 
panies out  there  that  are  nearly  as  strong  as  our  foreign  competitors, 
and  thei  efore  will  not  get  our  sliare  of  the  business. 

Mr  Hawley.  And  if  you  want  to  continue  in  business  you  will 
have  to  take  out  English  "charters  with  English  officials  in  charge  of 
jour  corporation  ? 

Mr.  Arnold.  We  can  not  very  well  take  English  charters. 

Mr.  Oldfield.  Unless  you  become  British  subjects? 

Mr.  Arnold.  There  have  been  a  great  many  different  ways  of 
doin*"-  it.  none  of  which  have  been  satisfactory  and  none  of  which 
has  ^iveii  American  firms  the  dignity  of  the  position  that  they  need 
in  dealinf^  with  the  Chinese.  Every  subterfuge  which  has  been  used 
to  accomplish  this  has  weakened  the  standing  of  American  firms  in 

the  eyes  of  the  Chinese.  *       •  i 

Mr.  Watson.  Do  you  know  the  amount  of  money  Americans  liave 

invested  in  these  industries  an<l  corporations  ? 

Mr.  Arnold.  It  is  not  very  large.   It  is  just  begimung. 
Mr.  Watson.  Isitasmuchas$10O.()(K).OOO? 

Mr.  Arnold.  Americans  can  not  invest  at  present  in  Chinese  pub- 
lic utilities.  ,  . 

Mr.  Watson.  No  :  I  mean  how  much  money  have  ^Vnierican  corpo- 
rations invested  in  trading  companies?  ,  ,  * 

Mr.  Arnold.  In  trading  companies,  manutactures,  etc.  {  A  very 
rough,  hasty  estimate  would  be  $r)0.0()0.()()(). 

Mr.  Watson.  How  much  has  England  invested? 

Mr.  Arnold.  I  should  think  at  least  20  times  as  much. 

Mr.  Watson.  Twenty  times  as  much  as  we  have? 

Mr.  Abn<hj>.  Yes.  ^      ,  9 

The  Chairman.  Are  there  any  Chinese  corporation  tuxes  ^ 
Mr.  Abnold.  None  that  affect  the  American.    W  e  are  out  there 

entirely  under  American  law.  .no 
The  Chairman.  You  are  not  subject  to  Chinese  taxes  at  all? 
Mr.  Arnold.  Except  land  taxes,  transient  taxes,  customs  taxes. 
The  Chairman.  Land  taxes,  you  say  ? 
Mr.  Arnold.  Yes. 

The  Chairman.  And  no  other  taxes? 

Mr.  Arnold.  No  personal,  income,  or  corporation  taxes. 

The  Chairman.  What  other  taxes,  if  any,  are  you  subject  to? 

Mr.  Arnold.  From  the  Chinese? 

The  Chairman.  Yes. 

Mr.  Arnou).  If  you  are  in  strictly  Chmese  territory-— 

The  Chairman.  What  taxes  do  you  pay  m  Shanghai? 

Mr.  Arnold.  PrincipaUy  land  and  property  taxes  and  l.ust  inci- 
dentals like  automobile  taxes— no  corporation  taxes..  And  m  China 
proper  we  have  the  Chinese  land  tax,  the  import-revenue  tax^. 

The  Chairman.  But  you  are  not  in  China  proper,  you  said? 
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Mr.  Abnold.  No  ;  but  our  business  is. 

The  Chairman.  What  does  your  business  pay  in  the  locality  in 
which  it  is  situated?  Whetiier  in  English  territory  or  in  Chinese 
territory,  what  do  you  pay  there  now  to  the  Chinese  Government  or 
to  any  other  Government? 

Mr.  Arnold.  We  pay  consular  taxes^  to  the  municipal  council  of 
Shanghai  for  our  local  Shanghai  business,  and  for  our  business  in 
the  Chinese  cities— offices  in*  the  Chinese  cities— we  pay  land  taxes 
and  import-revenue  and  transit  taxes. 

The  Chairman.  What  do  you  mean  by  "  land  taxes  "—taxes  on 
land  that  you  own  there? 

^Ir.  Arnold.  Yes,  sir. 

The  Chairman.  Real  estate  taxes? 

Mr.  .Vrnold.  Oil  hmcls  that  we  lease.  It  is  not  owned. 

Tlw  CuAiiiMAx.  If  you  lease  it  and  obligate  yourself  to  pay  the 
taxes  upon  it,  you  pay  that? 

Mr.  Aknoijx  There  is  a  (Tovernment  tax  on  that.  Could  I  make 
this  point  again?  It  is  not  a  question  of  how  much  the  Chinese 
cliar<:es  of  the  taxe.s.  it  is  the  fact  that  we  pay  so  mw-h  more  to  our 
Government  than  our  competitors  do;  and  particularly  the  excess- 
profits  tax  prevents  us  from  layinor  by  the  reserve  necessary  to  carry 
throu<ili  continuous  business  out  there  throu^zh  the  fluctuations  of 
exclianj^e,  prices  of  coiiuuodities,  and  other  factors  that  aliect  foreign 
tra<le. 

The  CiiAimrAN.  Suppose  we  should  repeal  the  excess-promts  tax, 
what  relief  Avould  that  «:ive  you? 

Mr.  AijNoLD.  That  would  be  the  most  important  assistan  e  we 
could  have. 

ISIr.  (takner  And  if  we  repeal  the  excess-profits  tax  we  would 
be  entirely  i^rnorant  as  to  wliat  other  laws  handicap  you  as  against 
your  competitors,  so  if  you  expect  any  relief  other  than  excess-profits 
taxes  vou  had  better  <iive  us  some  data  that  vou  don't  seem  to  have. 

Mr.  Arnold.  We  will  make  every  effort  to  get  that,  sir. 

The  Chairman,  There  might  be  other  corporation  taxes  imposed 
in  place  of  excess-profit  taxes  which  would  have  the  same  effect  as 
the  excess-profits  tax,  and  you  would  want  relief  from  those  taxes 
as  well? 

Mr.  Aknold.  Yes,  sir. 

Mr.  Dyer.  Mr.  Chairman,  the  British  Government  does  not  tax 
its  nationals  in  these  incorporated  companies  under  British  law  at 
all  for  the  business  done  in  China,  and  that  is  so  in  an  indirect  way 
with  other  nationals. 

Mr.  Gahniih.  Mr.  Dyer,  don't  you  think  it  would  be  much  better 
for  the  record,  rather  than  a  statement  of  the  law,  if  you  would  get 
the  consul  in  Shanghai,  China,  to  send  to  us  authentic  official  state- 
ments showing  the  differences  between  the  opportunities  of  Ameri- 
cans, Englishmen,  Japanese,  and  Frenchmen  in  that  territory?  Now, 
if  you  will  do  that  that  is  official,  and  we  have  somebody  to  go  back 
to  m  case  he  makes  a  misrepresentation. 

Mr.  Dyer.  I  will  say,  Mr.  Chairman,  that  that  is  my  intention, 
and  has  been,  and  I  did  not  expect  to  come  before  tiie  committee  at 
this  time  on  this  question.  We  were  waiting  until  we  were  in  better 
shape  as  to  tile  legislation  in  my  own  committee.  Due  to  IJj*.  Arnold 
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being  here  this  m(»rning,  and  it  being  the  only  opportunity  we  will 
have  of  hearing  him,  because  he  will  soon  return  to  China,  and  since 
he  is  the  head  of  the  American  Chamber  of  Commerce  in  Shanghai,! 
wanted  him  to  have  the  privilege  of  appearing  before  the  committee. 
But  I  will  be  able  to  get  you  all  the  information  you  desire  and  lay 
it  before  the  committee  in  concise  form,  so  that  you  will  thoroughly 
understand  it.  If  vou  will  permit  me,  I  will  leave  with  the  com- 
mittee a  copy  of  sonae  hearhttgs  that  I  held  in  China  last  summer  upon 
this  question,  including  among  them  one  from  the  United  States 
commercial  attache  over  there,  another  one  from  the  Ameruan 
consul  general  over  there,  and  buOTices  men  and  oUiers  connected 
with  the  Chinese  Government.        ,   ,  ,  ^ 

Mr.  TiMBERLAKB.  The  question  asked  hj  Mr.  Garner  as  to  what 
taxes  prevail  in  China  would  not  be  found  in  those  documents. 

Mr;  Dtbe.  It  will  be  stated  in  effect  what  they  are,  but  as  I  under- 
stand Mr,  Gamer,  he  would  like  to  have  copies  of  the  laws  them- 
selves. 

Mr.  GikBmBB.  Well,  Mr.  Dyer,  we  want  accurate  information,  and 
so  far  there  has  teen  no  accurate  information  as  to  the  difference  in 
the  opportunities  of  an  American  merchant  in  Shanghai  and  an 
English  merchant  and  a  Japanese  merchant  and  a  French  merchant. 
That  is  what  we  want  to  knbw.  If  Congress  is  going  to  undertake  to 
legislate  in  consideration  of  the  handicap,  if  they  have  any  over  there, 
they  have  got  to  know  what  the  handicap  is.  ,  .    ,  ,  j.. 

Mr.  Arnold.  That  is  our  puri)ose,  to  make  it  plain  before  the 
committee  exactly  what  it  is,  and  in  effect  it  is  as  I  have  stated,  that 
Americans  pay  taxes  doing  business  in  China,  purely  business  in 
China,  to  the  American  Government  on  the  American  compames 
which  they  have  over  there,  chartered  under  various  States,  the  same 
taxes  that  thev  would  i^av  if  they  were  doing  business  here;  whereas 
citizens  of  Great  Britain  and  Japan  and  other  countries  doing  busi- 
ness over  in  China,  under  their  law  pay  no  taxes  at  all  to  their  home 
Governments,  makinc:  conapetition  between  our  own  people  and  other 
.  nationals  unfair  and  to  the  injury  and  detriment  of  our  own  people, 

and  it  iniures  American  trade.  _  i  i  xv 

Mr.  DicKiNS(m.  If  the  excess-profits  tax  is  repealed,  then  tne 

major  relief  desired  will  come  to  those  people. 

Mr.  Arnold.  That  is  the  only  question  at  issue,  so  far  as  we  would 

bring  it  to  this  committee,  to  give  to  our  people  the  same  rights  as 

other  nationals  have.  ,     i     •  '  \ 

(Whereupon  the  committee  proceeded  to  other  business.) 


[H.  a.  7204,  Siztjr-Blxtb  Congress,  first  session.] 
A  BILL  To  provide  tot  the  tocorporatloii  <rf  certain  companies  mgased  ia  totelgn  trade. 

Be  it  ertiirtrd  hii  the  Slcnate  and  Hou>fe  of  Reprcoentatives  of  the  United 
States  of  America' in  Conaress  as-nemblcd,  That  a  corporation  may  be  formed 
for  engaging  in  any  lawful  enterprise  In  for^gn  countri^  t^i^ 
territories  of  the  United  States  of  America,  or  in  locaUtles  in  wM^  Oie  Unltea 
States  of  America  exercises  extraterritorial  .lurisdictioii.  .  , 

Sec  2  That  anv  number  of  persons,  not  less  than  three,  a  majority  of  whom 
Bball  be  citiaens  of  tlie  United  States  of  America,  desiiiug  to  become  incoipo- 


12 


TAXATION  OF  AMEKICAN  COMPAKIES  IN  CHINA. 


rated  under  this  act,  shall  subscribe  and  acknowledge  articles  of  incorporation, 
which  must  contahi :  (1)  The  name  of  the  coraoration,  which  shall  end  with  the 
legend  "Federal  Inc.  U.  S.  A."    (The  use  of  which  legend  as  the  part  of  the 

nnnie  of  any  linii.  corporation,  or  association  engajjed  in  interstate  or  foreign 
couinierce  and  not  chartered  under  this  act,  is  hereby  prohibited)  ;  (2)  the 
location  of  its  princijjal  olRce  and  the  place  where  its  pnncipal  business  is  to 
be  transacted;  (3)  the  purpose  for  which  it  is  formed;  (4)  the  amount  of  its 
capital  stock  and  the  number  of  shares  in  o  which  it  is  divided. 

Sec,  o.  That  ai-tir-Ies  of  incorporation  shall  be  acknowledged  before  a  Federal 
or  State  oilirfr  antiiorized  to  administer  an  oath,  the  form  of  which  acknowl- 
edgement shall  coaforui  tu  he  requirements  of  the  place  where  it  is  taken. 

Articles  of  incorporation  shall  be  filed  with  the  Secretary  of  Commerce,  who 
shall  record  them  and  shall  also  record  certificates  relating  to  the  corporation 
thereaf  er  filed  with  him.  In  the  case  of  corporations  to  be  formed  in  non- 
contiguous territories  of  the  United  States  America  or  in  localities  in  which 
the  United  States  of  America  exercises  extraterri  orial  jurisdiction,  the  articles 
of  incorporation  shall  be  filed  in  duplicate  with  the  clerk  of  the  highest  cqurt 
of  the  United  S  ates  of  America  in  the  respective  territory  or  locality,  who 
shall  submit  th( m  to  the  Secretary  of  Commerce,  and  on  approval  by  him  shall 
record  them  and  shall  also  record  certificates  relating  to  the  corporation  tliere- 
af  er  filed  with  him. 

Sec.  4.  That  upon  filling  articles  of  incorporation  the  persons  who  subscrilK. 
them,  their  associates,  successors,  and  assigns,  by  the  name  and  style  provided 
therein,  shall  bo  a  body  corporate  with  succession,  power  to  sue  and  l)e  sued  in 
any  r-ourt  of  taw  or  equity  of  the  United  Slates,  or  of  the  various  States  and 
Territui-ies.  including  the  District  of  Columbia  or  of  any  State  or  Territory  in 
which  the  United  States  of  America  enjoys  sovereignty,  or  in  ttie  courts  of  any 
foreign  country,  or  in  the  courts  of  the  United  States  of  America  in  any  country 
in  which  the  United  States  of  America  has  extraterritorial  jurisdiction,  con- 
tract and  be  contracted  Avith  ;  also,  unless  specially  limited,  to  acquii'e  and  hold 
all  property,  real  or  personal,  necessary  to  effect  the  object  for  wliich  it  is 
created,  and  at  pleasure  convey  it  in  conformity  with  its  regulations  and  tile 
laws  of  the  country  in  whi<A  it  is  located.-  Such  corporatlw  also  may  make, 
use,  and  at  will  alter  a  common  seal,  and  do  all  other  acts  needful  to  accom- 
plish the  purposes  of  its  orpinization. 

Skc.  5.  That  the  Secretary  of  Commerce  or  other  recording?  officer  named  in 
section  3  sliall  not  file  or  record  any  articles  of  incorporation  wherein  the  cor- 
poiate  name  is  likely  to  mislead  the  public  as  to  the  nature  or  purpose  of  the 
business  its  charter  authorizes,  nor  if  such  name  is  that  of  an  existing  corpora- 
tion or  so  similar  thereto  as  to  l)e  likely  to  nnsiea<l  the  pul>lic,  unless  the  writ- 
ten consent  of  the  existing  corporation,  sicrned  by  its  president  and  secretary, 
be  f  led  with  such  articles.  Wlierever,  after  articles  of  incorporation  have  been 
hied  or  recorded  by  the  Secretary  of  Commerce,  and  it  shall  then  appear  that 
the  corporate  name  is  that  of  an  earlier-formed  corporation,  or  ^  similar 
tluM-eto  as  to  be  likely  to  mislead  the  public,  the  Secretary  of  Commerce  is 
auth(H-ize<l  to  reqin're  a  chancre  of  name,  unless  the  written  consent  of  the 
earlier-formed  corporation  is  obtained  and  filed  or  recorded. 

Sec.  6.  That  a  copy  of  the  articles  of  incorporation  so  filed  and  duly  certified 
by  the  Secretary  of  Commerce  or  otixev  recording  officer  shall  be  prima  facie 
eviden<  <'  -  f  the  .existence  of  the  corporation  therein  named. 

Sec.  7.  Tliat  the  i)ersons  named  in  the  articles  of  incorporation  undor  this 
act,  or  a  majority  of  them,  shall  order  books  to  be  opened  for  sul)scrii»tions  to 
the  capital  stock  of  tlie  coriiorati<tn  at  such  time  or  times  and  place  or  places  as 
they  deem  expedient.  A  majority  of  the  voting  stock  shall  at  all  times  be 
owned  by  citizens  of  the  United  States  of  America. 

Skc.  8.  That  sncli  persons  shall  ?ive  at  least  thirty  days'  notice  of  the  times 
and  places  of  openinj^  such  books  of  subscription,  l>y  jnil>lication  in  a  newspa- 
per publishe<l  or  {jenerally  circulated  in  the  place  or  places  where  they  are 
to  be  opened,  and  also  by  writing  to  each  stockholder  at  his  address  shown  on 
the  books  of  the  company.  Such  notice,  however,  may  toe  waived  in  writing  by 
all  the  incorporators,  bnt  the  waiver  shall  be  ratered  or  copied  in  the  corporate 
records. 

Skc.  0.  That  at  the  time  of  making  a  subscription  to  the  capital  stock  of  a 
corjjt)raii<»n  20  per  centum  of  each  share  subscribed  for  shall  be  payable.  The 
residnefNshall  be  paid  in  such  installments,  at  such  times  and  places,  and  to  such 
persons  Xs  the  directors  of  Oie  corporation  require. 
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Sec.  10.  That  when  20  per  centum  of  the  capital  stcrk  is  subscribed  the  sub- 
scribers to  the  articles  of  incorporation,  or  a  niajoriiv  of  Uieni.  at  once  shall  so 
certify  in  writing  to  the  Secretary  of  Commerce  or  other  recording  officer  with 
whom  articles  have  been  previously  filed. 

Sec.  11.  That  as  soon  as  such  certificate  is  made  and  filed  with  the  Secretary 
of  Conunerce  or  other  recording  officer,  the  signers  thereto  shall  give  notice  to 
the  stockholders,  as  provided  in  section  S  hereof,  to  meet  at  such  time  and  place 
as  the  notice  designates  for  the  purpose  of  choosing  not  less  than  tive  dij-ectors, 
to  continue  in  office  until  the  time  fixed  for  tlie  annual  election  and  until  their 
successors  are  elected  and  qualified.  But  if  all  the  subseribers  to  the  capital 
stock  are  present  in  person  or  by  proxy,  such  notice  may  be  waived  by  them  in 
writing. 

Sec.  12.  Tliat  at  the  time  and  place  appointed  directors  shall  be  diosen  by 
ballot,  by  the  stockholders  wlio  attend,  either  in  person  or  by  lawful  proxies 
At  such  and  all  other  elections  of  directors  the  election  shall  be  by  ballot,  iuiti 
eacli  stockholder  shall  be  entitled  to  as  many  votes  as  he  owns  shares  of  6to<^ 
in  the  company,  and  the  persons  receiving  the  greatest  number  of  votes  shall  be 
elected  directors.  Directors  shall  Jiot  be  elected  in  any  other  manner.  Xo  per- 
son shall  vote  on  a  share  of  stock  on  which  an  installmenr  is  due  and  unpaid. 

Sec.  13.  That  at  such  first  election  the  subscribers  of  the  articles  of  incorpo- 
ration pi-esent,  or  any  other  persons  chosen  by  the  stockholders  present,  shall  be 
insp(^ctors  of  election,  certify  what  persons  are  elected  directors,  and  appoint 
the  time  and  place  for  holding  their  first  meeting. 

Skc.  14.  That  before  t  vory  meeting  held  for  the  election  of  directors,  or  for 
tile  determination  of  any  question,  by  tlie  stockliolders  of  a  corporatiou,  or  by 
the  subscribers  to  its  stock,  or  by  its  creditors  and  stockholders  for  its  reorgani- 
zation, the  officer  or  agent  of  the  corporation  having  charge  of  the  transfer  of  its 
stock,  under  oath  must  make  out  a  list  of  its  stockholders,  showing  the  number 
and  classes  of  shares  held  by  (»ach,  as  shown  by  its  books,  on  tho  dale  tixed  for 
closing  the  stock  transfers  before  its  meetings;  or  if  no  time  be  lixed  therefor, 
then  at  the  hour  of  noon  on  the  tenth  day  prior  to  the  date  of  such  meeting. 
Such  list  shall  be  delivered  to  the  inspectors  of  the  meeting  and  be  prima  fade 
evidence  of  the  ownership  of  its  stock.  In  case  good  cause  is  shown  for  the 
absenr-o  of  such  list  the  inspectors  shall  ascertain  the  ownership,  of  stock  by  the 
corporation  books,  stock  certihcates,  or  other  proof. 

Sec.  15.  That  the  inspectors  so  apiwiuted,  or  if  none  be  appointed,  then  those 
selected  by  the  meeting,  shall  receive  and  count  fJie  votes  cast  at  such  meeting, 
or  at  any  adjournment  thereof,  either  upon  an  election  or  for  the  decision  of 
any  question  to  be  decided  by  vote,  and  determine  the  result.  Tl^ir  certifiGate 
shall  be  prima  facie  evidiuice  thereof. 

Sec.  16.  That  the  corporate  powers,  business,  and  property  of  corporations 
formed  under  the  provisions  of  this  act  shall  be  ^ercised,  conducted,  and  con- 
trolled by  the  boaiii  of  directors.  • 

Sec.  17.  That  a  majority  of  such  directors  must  be  citizens  of  the  United 
States.  All  directors  and  executive  officers  shall  be  holders  of  stock  of  the 
company  for  wiiich  they  are  chosen,  in  an  amount  to  be  fixed  by  the  by-laws. 

Sec.  18.  That  when  the  office  of  director  becomes  vacant  the  board  of  directors 
may  fill  it  for  the  unexpired  term  as  provided  for  by  the  by-laws. 

Sec.  19.  That  as  soon  thereafter  as  is  convenient  the  board  of  directors  cliosen 
at  any  election  shall  select  one  of  their  number  to  be  chairman  thereof,  and 
unless  the  regulations  of  the  body  otherwise  provide  for  the  election  of  a  prosi- 
dent  and  such  officers,  also  appoint  a  secretary  and  treasurer  of  tlie  corporatiou 
and  such  other  officers  as  may  be  necessary. 

S»c.  20.  That  by  a  vote  of  a  majority  of  its  stock,  at  a  regular  meeting  of  a 
corporation  organized  under  the  provisions  of  this  act,  it  may  increase  the  num- 
ber of  its  directors  to  such  number  as  Is  deemed  advisable.  In  like  manner 
at  any  time  the  number  of  directors  can  be  reduced  to  not  less  than  live.  At  a 
special  meeting  of  stockliolders  also  called  and  of  which  notice  vsras  given  as 
provided  for  the  election  of  directors,  by  vote  of  a  majority  of  its  stock,  the 
increase  in  the  nnmbier  of  directors  may  be  made.  Those  elected  shall  hold 
their  offices  until  the  next  annual  election  for  directors  and  until  their  successors 
are  elected  and  qualified. 

Sec.  21.  That  a  corporation  organized  under  the  provisions  of  this  act  must 
have  a  capital  stock,  which  may  consist  of  common  and  preferred  or  common 
only;  but  at  no  time  shall  the  amount  of  preferred  stock  at  par  value  exceed 
two-thirds  of  the  actual  capital  paid  in  in  cash  or  pn^ty. 
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Sec.  22.  That  when  the  capital  stock  is  to  be  both  common  and  preferred,  ?t 
may  be  provided  in  the  articles  of  incorporation  that  the  holders  of  the  preferred 
Stock  shall  be  entitled  to  yearly  dividends  of  not  more  than  S  per  centum,  pay- 
able quarterly,  half-vearlv,  or  yearly,  out  of  the  surplus  profits  of  the  company 
each  year  in 'preference  to  all  other  stockholders.   Such  dividends  also  may  be 

made  cumulative.  .  ^     ^    ^  , 

SBC.  23.  That  a  corporation  issuing  both  common  and  preferred  stork  may 

create  desigmations,  preferences,  and  voting  powers,  or  restrictions,  or  (lualifica- 

tions  rhereof  in  the  certificate  of  incorporation,  and  if  desired,  preferred  stock 

may  be  made  subject  to  redemption  at  not  less  than  par  alter  a  fixed  time  and 

at  a  set  price,  to  be  expressed  in  the  stock  certificates  thereof. 

Skc.  24.  That  should  anv  corporation  organized  under  the  provisions  of  this 
act  become  insolvent,  no  holder  of  preferred  stock  shall  be  liable  for  its  debts 
mitil  after  the  remedv  asrainst  the  common-stocjc  holders  upon  their  liability 
as  hereinafter  i>rovided,  has  been  exhausted,  and  then  only  for  such  amount  as 
renuiins  unpaid.  Such  liability  in  no  event  shall  exceed  tliat  fixed  by  this  act 
fui  the  common  stock  of  such  corporation.  ^ 

Sbc.  25.  That  upon  the  insolvency  or  dissolution  of  any  corporation  organized 
under  the  provisions  of  this  act  the  holders  of  preferred  stock  shall  be  entitled 
to  receive  from  the  assets  of  the  corporation  remaining  after  paying  its  liabili- 
ties the  full  payment  of  its  par  value  before  anything  is  paid  to  the  commoir 
stock 

Sbc-  26.  That  the  directors  of  such  corporation,  when  organized,  shall  cause 
to  be  kept  a  record  of  all  stock  subscribed  and  transferred,  and  its  secretary 
shall  register  all  subscriptions  and  transfers  of  stock.  For  that  purpose  a  book 
shall  l»e  kept,  and  when  a  certificate  of  stuck  is  assigned  and  delivered  by  a 
stockliolder  the  assignee  thereof  may  have  It  duly  transferred  therein  by  such 
officer,  who  at  the  same  time  shall  enroll  also  the  name  of  the  assignee  as  a 
stockholder.  The  books  and  records  of  all  corporations  organized  under  the 
proTi^ons  of  this  act  at  all  reasonable  times  shall  be  open  to  the  in^ecUon  of 
everv  stockholder. 

Sec.  27.  That  title  to  a  certificate  and  to  the  shares  represented  thereby  can 
be  transferred  only. 

(1)  By  delivery  of  the  certificate,  indorsed  either  in  blank  or  to  a  specified 
person  by  the  person  appearbig  by  the  certificate  to  be  the  owaear  of  the  shares 

represented  thereby,  or 

f2)  Bv  delivery  of  the  certificate  and  a  separate  document  containing  a 
written  assignment  of  the  certificate  or  a  power  of  attorney  to  sell,  assign,  or 
transfer  the  same  or  the  shares  represented  ther^y,  signed  by  the  person  ap- 
pearing in  the  certificate  to  be  the  owner  of  shares  represented  thereby.  Such 
assignment  or  power  of  attorney  may  be  either  in  blank  or  to  a  specified  person. 

Skc.  28.  Thar  nothing  in  this  act  shall  h:^  construed  as  enlarging  the  powers 
of  an  infant  or  other  persons  lacking  full  legal  capacity,  or  of  a  trustee, 
executor,  or  administrator,  or  other  fiduciary,  to  make  a  vaUd  indorsement, 
assignment,  or  power  of  attorney. 

Sk(  .  29.  That  nothing  in  this  act  shall  be  construed  as  fprbiddlng  a  corpo- 
ration— 

(1)  To  recognize  the  exclusiAe  right  of  a  person  registered  on  its  books  as  the 
owner  of  shares  to  receive  dividends  and  to  vote  as  such  owner ;  or 

(2)  To  hold  liable  for  calls  and  assessments  a  person  registered  on  its  books 
as  the  owner  of  slmres. 

Sec.  30,  That  tliere  sliall  be  no  lien  in  favor  of  the  corporation  upon  the  shares 
represented  by  a  certificate  issued  by  it,  and  there  shall  be  no  restrictiou  upon 
-  the  transfer  of  shares  so  represented  by  virtue  of  any  by-laws  or  otherwise, 
unless  the  right  of  the  corporation  to  such  lien  or  the  restriction  is  stated  uptm 
the  certificate. 

Skc.  31.  Tiiat  if  an  installment  on  stf>ck  is  unpaid  for  thirty  days  after  the 
time  it  was  to  be  paid,  whether  the  stock  is  held  by  the  suliscriber,  an  assignee, 
or  transferee,  it  may  be  coUectetl  by  suit,  or  the  directors  may  sell  such  stock 
for  the  Installment  then  du<^. 

Sec.  32.  That  before  the  directors  can  sell  such  stock  they  shall  give  thirty 
days'  notice  of  the  time  and  place  of  sale,  in  some  newspaper  in  general  cir- 
cuhition  of  the  place  or  at  the  place  where  the  delinquent  holder  resided  when 
he  subscribed  for  it  or  became  such  assignee  or  transferee,  or  of  his  actual 
residence  at  the  time  of  sale. 

Sec.  33.  That  when  a  sale  of  such  stock  is  made,  if  after  paying  from  its  pro- 
ceeds the  amount  due  on  the  stock  a  balanee  remains,  the  same  shall  on  demand 
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hi^  paid  to  the  owner.  But  if  such  proceeds  fail  fully  to  pay  such  installment, 
any  l)alance  may  be  recovered  by  action  against  the  subscriber,  assignee,  or 
transferee. 

Sec.  34.  That  a  corporation  organized  under  the  provisions  of  this  act  may 
purchase,  or  otherwise  acquire,  and  hold  shares  of  stock  in  other  kindred  but 
not  competing  corporations.  This  shall  not  authorize  the  f<»rmatiou  of  a  trust 
or  combination  for  the  purpose  of  restricting  trade  or  competition. 

Sec.  35.  That  every  corporation  organized  under  the  provisions  of  this  act 
annually  sliall  make  a  statement  of  its  financial  conditions,  setting  fortli  its 
assets  and  liabilities,  and  file  the  same  w  ith  the  Secretary  of  Comiperce  or  ottier 
recording  officer  and  furnish  to  each  stockholder  a  true  copy  thereof. 

Sec.  3G.  That  the  stn{'khohlers  of  a  corporation  organized  under  the  provisions 
of  this  act  shall  be  severally  and  individually  liable  to  the  creditors  of  such 
corporation  for  the  unpaid  amoimt  due  upon  the  subscription  for  stock  held  by 
t|^,  respectively,  for  all  d^ts  and  contracts  made  by  such  corporation,  imtil 
the  whole  amount  of  capital  stock  fixed  and  Uihitedi  by  sudl  corporation  shall 
have  been  paid  in. 

Skc.  87.  That  an  acii<»n  upon  the  liahility  of  the  stockholders  of  such  corpora- 
tion under  the  next  preceding  section  can  only  be  brought  within  two  years  after 
the  debt  or  obligation  shall  become  enforceable  against  the  stockholders. 

Sec. 38.  That  the  term  "stockholder"  as  used  in  the  next  preceding  sections, 
shall  £^ply  not  only  to  persons  who  appear  by  the  books  of  the  corporation  to 
hi'  such,  but  als-o  to  eciuitable  owners  of  stock,  although  on  the  books  of  the  cor- 
poration it  appears  in  the  name  of  another  person,  , 

Sec.  39.  That  after  the  original  capital  stock  of  a  corporation  organized  under 
flie  proviEd<»iB  of  this  act  is  fully  snbsolbed  for,  and  an  installment  of  20  per 
centum  on  each  share  of  the  stock  has  been  paid  thereon,  such  corporation  may 
increase  its  capital  stock  or  the  number  of  shares  into  which  it  is  divided  prior 
to  oricanization  by  the  unanimous  written  consent  of  all  original  subscribers. 
After^  organization  the  increase  may  be  made  by  a  vote  of  the  holders  of  a 
majority  of  its  stock,  at  a  meeting  called  by  a  majority  of  its  directors,  at  least 
sixty  days'  notice  of  the  time,  place,  and  object  of  whidi  has  been  ;.iven  by  publi- 
cation in  some  ncwsi^apei-  of  -eneral  circulation  and  by  letter  addressed  to  eaeh 
stocklKilder  whose  place  of  residence  is  known.  Or  the  stock  may  be  increased 
at  a  meeting  of  the  stockholders  at  which  all  are  present  in  person  or  by  proxy 
and  waive  in  writing  such  notice  by  publication  or  letter,  and  also  i^ree  la 
writing  to  such  increase,  naming  the  amount  thereof  to  which  they  agree.  A 
certificate  of  such  action  shall  be  filed  with  the  Secretary  of  Oomm^ce  or 
other  recording  officer  named  in  section  3. 

Sec.  40.  That  upon  thcf  assent  in  writing  of  the  stockholders  of  a  corporation, 
organized  under  the  provisions  of  this  act,  representing  at  least  three-fourths  of 
its  capital  stock,  to  Increase  the  capital  stock  it  may  issue  and  dispose  of  pre- 
ferred stock  in  the  manner  provided  therefor.  Upon  the  increase  of  stock,  a 
certificate  shall  be  filed  with  the  Secretary  of  Commerce  or  other  recording 
officer. 

Sec.  41.  That  upon  the  assent  in  writing  of  the  persons  in  whose  names  a 
majority  of  the  shares  of  the  capital  stock  of  a  corporation  organized  under  the 
provisions  of  this  act  stands  on  its  books,  the  board  of  <li rectors  of  such  cor- 
poration may  reduce  the  amount  of  it>;  capital  stock  and  tiic  nominal  valuation 
of  all  the  shares  thereof,  and  issue  certificates  therefor.  The  ri.2:hts  of  creditors 
shall  not  be  atfected  by  such  reduction  in  the  amount  of  such  capital  stoclc, 
and  a  certificate  of  such  action  shall  be  ffled  with  the  Secretary  of  Commerce 
or  other  recording  officer. 

Sec.  42.  That  the  directors  of  a  corporation  orixnnized  under  the  provisions  of 
this  act  may  adopt  a  code  of  by-laws  for  their  irovernment,  the  laws  of  the  coun- 
try in  wliich  its  principal  ottice  is  located,  and  may  change  such  by-laws  at 

pleasure.  ,  .  .    ,  , 

Sec.  48.  That  the  by-laws  for  the  government  of  corporations  organized  under 

the  provisions  of  this  act  may  be  adopted  or  changed  by  the  assent  thereto,  in 
writiii-,  of  the  holders  of  two-thirds  of  the  stock,  or  by  a  majority  of  the  stock- 
holders present  at  a  meeting:  held  for  that  purpose,  notice  of  which  has  been 
given  personally  to  each  member  or  stockholder,  or  by  publication  in  some  news- 
paper of  general  circulation  in  the  place  where  the  head  office  of  the  corporatlcm 
is  located. 

Sec  44.  That  when  no  other  provision  is  especially  made,  a  corporation  organ- 
ized under  the  provisions  of  this  act  by  its  by-laws  may  provid*^ 

(1)  The  time,  place,  and  manner  of  calling  and  conducting  its  meetings. 


16 


TAXATION  OE  AHIEKIGAN  COMPANIES  IN  OHIISrA. 


(2^  The  number  of  stockholders  or  members  constituting  a  quoram. 

m  ¥hf  time  of  the  uuuual  election  for  directors  and  other  oflBcers,  and  the 

ni  iniier  of  civine  notice  thereof.  ,    ,  „ 

m  The  dnti^  and  compensation  of  directors  and  othor  officers. 
(5)  Tbt  m!m7er  of  election,  or  appointment,  and  the  tenure  of  office  of  aU 

^^^4^4^ That'a  cmpoSSr organized  under  the  provisions  of  this  act.may 
bo^ow  monei  in  any  sum  not  exceeding  the  amount  of  its  capital  stock  issue 
ite  noteTor  coupon  or  registered  bonds  therefor,  bearing  any  legal  rate  of  in- 
{S^  and  sSJre^^r^ent  by  a  mortgage  of  its  property,  real  or  personal, 

^''^.J^^^^G  That  a  mortgage  of  real  and  personal  property  made  by  a  corporation 
organized  under  We  provrsions  of  this  act  shall  be  duly  recorded  in  the  office  of 
ttfreSer  o5  deeds  or  other  proper  officer  at  each  place  in  which  the  ren  or 
iSSproperly  mortgaged  is  situated  or  employed,  and  a  certified  copy  ot  sn^h 
K°  4  "an  b?  filed  with  the  l^on-etary  of  <  ■,-nnueroe  or  oth..r  rocording  .>ftcen 
Sec  47  That  a  mortgage  recorded  with  the  recorder  of  da^ds  or  other  proper 
offic^-  for  in  the  preceding  section,  shall     a  gO(^andsuffidj^^^^^ 

from  the  date  of  its  filing  for  record  where  it  is  recorded  upon  the  personal  as 

^^^.^rT^fSTp^a^o'^^ri^^^^^^^^^^  the  provisions  of  tWs  act  which 
lawfully  has  issued  registered  or  coupon  bon.ls,  upon  the  request  a  holder 
hereof,  may  change  such  registered  into  coupon  bonds,  or  c«"Pon 
tered  bonds,  either  by  substitution  or  by  proper  indorsement  tbeieon^l 
hens,  securities,  and  rights  which  existed  on  or  accrued  to  .ui-hjnginfM  bonds 
stoill  be  and  continue  on  and  to  such  substituted  or  indorsed  bonds. 

SEcl©  That  no  corporation  organized  under  the  ^rov^^l^n^otth^  sl^ 
sell  its  entire  property  and  assets  to  any  person,  persons,  if  itnerships^  asso- 
rt tim-  or  corpora  tiou,  whether  organized  for  the  same  or  similar  purposes  or 
XrSisrui  less  fhree-fourths  ot  Oie  directors  of  such  corporation  authorize 
tte^^mn  of  an  Tgreement  therefor  prescribing  the  t«-^^' 
and  conditions  thereof.  The  considerations  may  be  money  «^ 
other  instruments  for  the  payment  of  money,  or  any  valuable  ^^.^'^^eiation. 

Sec  °0  That  the  agreement  provided  for  in  the  preceding  sections  ^all  be 
submitted  to  the  stockholders  of  the  corporation  at  a  mating  called  for  he 
sixty  days'  notice  of  the  time  and  place  of  holding  which,  and  the 
SS^eS  Shan  be  given  by  registered  letter  ^^^taining  .  .-ritteu  <u-  pnn^^^^^ 
notice  addressed  to  each  of  the  persons  in  wnose  name  s  the  stock  ol  the  col- 
lation stS  on  its  books.  But  when  all  the  ^tofl^holdersai^  present  at 
such  meeting  in  person  or  by  proxy  notice  may  be  walv^in  writing. 

SEC  51  That  at  such  meeting  of  the  stockholders  the  agreement  of  the 
dlSors  shall  be  «>nsidered  and  a  vote  by  ballot  taken  for  its  adop  urn  or  re- 
SctiSu  each  share  of  stock  on  which  all  the  insTallments  ca  ed  tor  bj 

Sfboard  of  .lircH>tors  have  been  paid  the  holder  thereof  shall  be  entitled  to  one 
wte  T  0  ba  lots  nmst  be  cast  in  person  or  by  proxy,  and  if  three-foinrljs  of 
In  the  votes  cast  at  the  meeting  be  for  the  adoption  of  the  agreement  it  shall  be 
?alid  and  binding  on  such  corporation.  Upon  Its  adoption  the  ofl.cers  of  the 
SZratton  Shan  execute  and  deliver  to  the  purchaser  good  and  suflu  ient  de  s 
andteansfereof  all  the  property  and  assets  of  the  corporation  upon  the  terms 
otirT  conditions  in  the  agreement  provided. 

Se?^52  Tlmt  a  sale  of  its  enUre  property  by  a  corporation  organized  under 
the  provisions  of  this  act,  as  hereinbefore  authorized,  shall  not  be  made  for  the 
foraition  of  or  to  a  truk  or  combination  for  the  purpose  of  restricting  trade 

^^SEa^^^Sr'rcorpS  organized  under  the  provisions  of  this  act  may 
amend  its  articles  of  incorporation  as  follows:  , 

First.  So  as  to  change  its  corporate  name,  but  not  to  one  already  appropriated 

or  to  one  likely  to  mislead  the  public.  ^  ^   ,     ^  ^  «:««i«oi 

Second.  So  as  to  change  the  place  where  It  is  to  be  located  or  its  principal 

*'"Third.  So  aTto  modify,  enlarge,  or  diminish  the  objects  or  purposes  for  which 

i  ourth.'^So  as  to  add  to  them  anythtag  omitted  from  or  which  lawfully  might 
have  be«i  wovlded  for  originally  In  such  articles.  But  (ho  capital  stock  of 
™SSrSon  Shan  not  be  ii,c?eased  or  diminished  by  such  amendment,  nor 
the  ptirpo^  of  its  original  organization  substantially  changed. 
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Sec.  54.  That  amendments  to  articles  of  incorporaticm  may  be  made  at  any' 
meeting  of  the  stockholders  thereof,  of  which,  and  of  the  business  to  come  be- 
fore it,  thirty  days'  notice  has  been  given  by  a  majority  of  tiie  directors  in  « 
newspaper  published  and  of  general  circulation  at  the  place  where  the  corpora- 
tion's principal  place  of  business  is  located,  and  by  a  vote  of  the  owners  of  ut 
least  three-lifths  of  its  capital  stock  then  subscribed. 

Sea  55*  That  whm  thus  adopted,  a  copy  of  such  amendment,  with  a  certificate 
thereto  affixed,  stating  the  fact  and  date  of  its  adoption,  that  such  copy  is  a 
true  copy  thereof,  signed  by  the  president  and  secretary  of  the  corporation, 
sealed  with  its  seal,  shall  be  tiled  with  the  Secretary  of  Couunerce. 

Sec.  56.  That  amendments  to  articles  of  incorporation  shall  not  take  effect 
until  liled  for  record  witJi  the  Secretary  of  Commerce  or  other  recording  officer, 
nor  unless  It  be  waived,  as  provided  in  the  next  section,  untU  the  corporation 
gives  notice  of  them,  in  some  newspaper  of  general  circulation  in  the  place  wh«re 
the  principal  office  or  business  is  located,  for  three  consecutive  weeks. 

Sec.  57.  That  all  notices  required  by  the  preceding  section  in  such  proceed- 
ings to  amend  the  articles  of  incorporation  may  be  waived  whrai  the  holders  of 
all  the  capital  stock  of  a  corporation  cmisent  th^to  in  writing. 

Sbo.  58.  That  directors  of  a  corporation  organized  under  the  provisions  of 
this  act  shall  not  declare  dividends  except  from  surplus  profits  arising  from 
the  business  of  the  corporation. 

Sec.  59.  That  in  order  to  ascertain  the  surplus  profits  from  which  a  divided 
may  be  made,  in  the  account  of  profit  and  loss  there  rfmll  be  charged  and  de- 
ducted from  the  actual  profits — 

First.  All  ordinary  and  extraordinary  expenses,  paid  or  inciirred,.in  managmg 
the  affairs  and  transacting  the  business  of  the  corporation. 

Second.  Interest  paid,  or  then  due  or  accrued,  on  debts  it  owes. 

Third.  All  losses  of  the  corporation.  In  computing  its  losses,  d^ts  owing  to 
it  which  have  been  due  without  prosecution,  or  interest  paid  thereon,  for  more 
tiian  one  year,  or  upon  which  judgment  was  recovered,  but  has  been  more  than 
two  years  unsatisfied,  and  on  wMch  also  for  that  period  no  interest  was  paid 
shall  be  included. 

Sec.  60.  That  when  all  the  capital  stock  of  a  corporation  has  not  been  actually 
paid  in  the  corporation  shall  not  advertise  the  amount  of  authorized  capital 
stock  without  also  stating  the  amount  actually  paid  in,  nor  shall  a  corporation 
advertise  a  greater  divided  than  has  actually  been  earned  and  credited  or  paid 

to  its  stockholders. 

Sec.  61.  That  every  director  of  such  a  corporation  who  violates  or  is  con- 
cerned in  violating  any  provisions  of  tJie  three  precedhag  sections  hereof  i^iall 
be  pOTSonally  liable  to  the  creditors  and  stockholders  of  the  said  corporation  for 

any  loss  which  thereby  they  respectively  sustain. 

Sec.  62.  That  every  corporation  organized  under  the  provisions  of  this  act 
shall  file  an  annual  report  with  the  Secretary  of  Commerce  or  other  recording 
officer  during  the  month  of  January,  in  such  form  as  the  Secretary  of  Com- 
merce may  prescribe.  This  r^)ort  shall  be  accompanied  by  an  affidavit  in  such 
form  as  the  Secretary  of  Commerce  may  prescribe,  subscribed  and  sworn  to  by 
an  officer  of  the  corporation  having  knowledge  of  the  facts  therein  contained. 

Sec.  63.  That  upon  the  dissolution  of  a  corporation  organized  under  the  pro- 
visions of  this  act,  and  unless  other  persons  be  appointed  by  the  stockhdlder8» 
the  directors  of  the  affairs  of  such  corporation  ^udl  be  the  trustees  of  the 
creditors  and  stockholders  th^eof,  and  have  full  power  to  settle  its  affairs^ 
collect,  and  pay  outstanding  debts,  and  divide  among  the  stockholders  the  money 
and  other  property  renuaining,  in  proportion  to  the  stock  of  each  stockholder 
paid  up,  after  the  payment  of  debts  and  other  necessary  expenses. 

Sec.  64,  That  if  all  the  stockholders  present  at  such  meeting  in  person  or  Iqr 
proxy  decide  to  surr^der  and  abandon  its  corporate  authority  the  corporatiwi 
shall  be  abandoned  and  dissolved  upon  the  filing  of  a  certificate  of  the  abandoo^ 
ment  or  dissolution  with  the  Secretary  of  Commerce. 

Sec.  65.  That  when  a  majority  of  the  directors  or  other  officers  having  the 
management  of  a  corporation  organized  under  the  provisions  of  this  act  which 
lias  completely  closed  Its  business  and  pidd  all  tiie  debts  and  liabilities  incurred 
by  it  desire  to  surrender  its  corporate  authority  and  franchises,  they  or  the 
pre^dent  of  such  board  of  directors  may  call  a  meeting  of  the  stockholders  at 
such  time  or  place  as  he  or  they  designate,  by  publication  for  four  weeks  in 
some  newspaper  published  and  of  general  circulation  of  the  country  wlierein 
the  principal  office  of  the  corporation  is  located  and  by  written  notices  addressed 
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to  each  of  the  stockholders  whose  residence  is  known  of  the  object,  time,  and 
place  of  the  meeting. 

Sec.  66.  That  the  persons  so  constituted  trustees  may  sue  for  and  recover  the 
debts  and  proi>erty  of  the  dissolved  corporation  hy  tlie  name  of  trustees  of  the 
corporation,  describing;  it  by  its  corporate  name,  and  jointly  and  severally  they 
shall  be  responsible  to  the  creditors  and  stockholders  of  tlie  corporation  to  the 
extent  of  its  property  and  effects  coming  into  their  bands.  Such  trustees  may 
be  made  or  become  parties  to  any  action  by  or  against  the  corporation.  All  liens 
or  judirnients  existlnj?  at  the  time  of  the  dissolution,  eitlier  in  favor  of  or  against 
the  coi'poration,  shall  continue  in  force  as  if  the  dissolution  had  not  taken  place. 

Sec.  07.  That  no  corporation  created  under  the  provisions  of  this  act  shall  by 
any  implication  or  construction  be  deemed  to  possess  the  power  of  carrying 
on  the  business  of  discounting  bills,  notes,  or  other  evidences  of  debt,  of  receiv- 
ing deposits  of  money,  or  foreign  coins,  or  buying  and  selling  bills  of  exchange, 
or  of  issuing  bills,  notes,  or  other  evidences  of  debt  for  cinmlation  as  money: 
Provided,  however,  That  coriwrations  created  or  to  be  created  under  the 
provisions  of  this  act  to  buy,  sell,  and  otherwise  deal  in  notes  (not  including 
the  discounting  of  notes),  oipm  accounts,  and  otha*  similar  evidences  of  d^t 
<not  including  bills  of  exchange),  or  to  loan  money  and  to  take  notes,  open 
accounts,  and  other  similar  evidences  of  debt  as  collateral  security  therefor, 
sliiill  not  bo  construed  or  considered  to  be  within  the  prohibition  of  this  section; 
and  corporations  created  or  to  be  created  for  such  puiposes  may  charge  such 
amounts  as  may  be  agreed  upon  by  the  respective  parties. 

Sec.  68.  That  cori)orations  created  under  this  act  shall  be  exempt  from  all 
Federal  tax  of  any  nature  whatever,  except  the  fees  for  filing  the  articles  of 
incorporation  and  such  other  fees  as  may  be . prescribed  by  the  Secretary  of 
Commerce  under  the  provisions  of  this  act. 

Sec.  69.  That  in  the  case  of  corporations  formed  under  this  act  in  localities 
in  which  the.  United  States  of  America  exercises  extraterritorial  Jurisdiction, 
at  least  51  per  centum  of  the  voting  stock  of  the  corporati<m  shall  at  all  ^mes 
owned  by  citizens  of  the  United  States  of  America. 
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TAXATION  OF  AMERICAN  COMPANIES  IN  CHINA. 


Committee  on  Ways  and  Means, 

House  of  Representatives, 

Monday  J  January  17^  1921. 

(The  committee  met  at  1.30  o'clock  p.  m.  and  after  hearing  wit- 
nesses on  tariff  matters  proceeded  as  follows :) 

STATEMENT  OF  HON.  I.  C.  DYER,  A  REPRESENTATIVE  IH  COH- 

GBESS  TBOM  THE  STATE  Of  MISSOUSL 

The  CHAntMAN.  Now,  gentlemen,  there  is  a  gentleman  here  whom 
Mr.  Dyer  wants  to  address  Uie  committee  for  a  few  minutes,  and  we 
will  be  glad  to  hear  him. 

Mr.  Dter.  Mr.  Chairman  and  gentlraien,  I  desire  you  to  hear  a 
^ntleman,  an  American  engaged  in  business  in  China,  who  has  been 
m  China  for  26  years,  and  who  has  spent  all  his  life  in  the  Orient. 

We  have  pending  in  the  Judiciary  Committee,  as  I  have  stated  to 
you  gentlemen  before,  a  bill  to  grant  Federal  incorporation  to 
Americans  to  do  business  in  China.  One  feature  of  the  bill,  which 
we  have  had  in  it,  but^which  we  have  taken  out  because  we  felt  that 
the  Committee  on  Ways  and  Means  should  act  upon  it,  is  the  taxa- 
tion feature.  We  find  it  necessary,  in  order  that  Americans  may 
meet  competition  in  China,  that  the^  be  given  the  same  considerati(m 
that  other  countries  give  their  nationals,  and  that  is  an  exemption 
from  corporation  taxes. 

I  want  you  to  hear,  if  you  gentlemen  will  at  this  time,  Mr.  Carl 
L.  Seitz,  of  Shanghai,  who  comes  here  in  the  interest  of  this  legis- 
lation, the  accredited  representative  of  all  the  Americans  engaged 
in  business  in  China. 

The  Chairman.  We  will  hear  him  right  now  if  he  will  come 
forward. 

8TATEMEHT  OF  MB.  GABL  L.  SSCEZ. 

Mr.  Seitz.  Mr.  Chairman  and  gentlemen,  I  thank  you  for  the 
honor  you  are  giving  me  of  being  able  to  address  you  this  afternoon 
on  such  short  notice.  I  have  come  from  China  in  the  interest  of  tlie 
American  merchant  in  that  country,  and  the  American  merchant 

there  needs  help.  Mr.  Dyer  was  in  Shanghai  last  summer,  and  at 
that  time  took  great  interest  in  this  bill  (H.  R.  7204),  which  we  hope 
will  be  passed  shortly,  providing  for  the  Federal  incorporation  of 
American  companies  in  China. 
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The  primary  and  most  important  point  in  f/%l>;i|.,\Xtu?- 
with  iiicome-tex  features,  and  that  is  the  one  t^^^;  .  n.  to^ist  in 
standing  factor  as  to  whether  American  busmes^  is  going  to  exist  m 

China  or  whether  it  is  not.  t  i      ,  k^».«  onri 

My  father  went  to  China  in  the  early,  sixties,  ^  ^.^"^^^.^^^/.^^^ 
raised  out  there.  Business  amongst  Americans  m  Cbma  cl  e^l  m  the 
eighties,  when  American  shippmg  c^-ased  to  carry  ^^^.^^^^ 
and  wh^  I  grew  up  in  business  in  Chma  I  irresv  up  in  the  Butish 
bnsiness.  I  We  worked  since  1895  in  British  companies  and  1 
know  their  systems  and  their  methods  and  the  laws  under  which  they 

"^I^'^e  years  before  the  war  there  were  only  three  or  four  American 
houses  actaaUy  doing  a  real  business  in  Chma.   There  were  a  num_ 
ber  of  small  concerns  that  did  not  amount  to  a  row  ot  pins,  but  l 
mean  decent,  good-sized  business  houses. 
Mr.  HtitL.  What  kind  of  business  were  they  doing  < 
Mr.  Sfirrz.  Import,  export,  and  handling  of  machinery  and  tac- 

tory  iiustallations.  '  ,  . 

Durmg  the  war  Europe  could  not  supply  materials  or  goods  in 
China  and  American  business  sraang  up.  It  was  farst  built  up  by 
Briti^  and  foreign  houses  in  China  buying  goods  froni  America. 
Then  the  American  manufacturer  took  an  mterest  in  the  Chinese 
•  trade  and  sent  his  representatives  over  there  to  endeavor  to  build 
up  their  agencies  and  trade,  as  well  as  business  and  trade  tor  his 
factory  resources  in  this  country.  ^  .  .  ,  ^ 

Mr.  Huix.  If  I  understand  the  situaUon,  the  British  Government 
exempts  from  income  and  profit  taxation  all  profits  that  accrue  to 
an  English  concern  doing  business  in  China  and  residing  in  China 
and  not  returning  those  profits  to  England? 

Mr.  Seitz.  Yes.  There  has  been  some  confusion  m  the  evidence 
given  before  this  committee  by  Mr.  H.  H.  Arnold,  who  did  not 
make  his  points  clearly.  There  are  several  forms  of  British  com- 
panies operating  in  the  Orient.  There  is  the  British  company, 
which  lias  its  main  house  in  England.  It  may  have  a  branch  house 
in  China,  and  such  branch  house  would  remit  its  profits  annually 
to  England,  and  such  company  would  pay  taxes,  the  full  income 
tax,  the  same  as  the  British  company  located  in  England. 

Then  there  is  the  Hongkong  British  company.  Hongkong  is  a 
British  colony  on  the  China  coast,  and  they  got  out  laws  which  were 
devised  and  framed  for  business  in  China  and  which  were  the  laws 
under  which  practically  all  the  British  corporations  operating  in 
China  up  to  1914  operated  and  worked.  Then  when  the  war  started 
there  was  some  question  as  to  WhethH?  Hongkong  might  or  might 
not  levy  a  local  colonial  income  tax  on  Hongkong  operations,  and  in 
order  to  assure  the  China  trade  and  to  relieve  the  British  corporations 
working  there  from  any  question  of  being  taxed  they  framed  an- 
other law,  known  as  the  order  in  council  of  1915,  which  came  into 
force  on  the  1st  of  January.  1916.  '  This  order  in  council  provided 
that  companies  whose  head  offices  or  whose  principal  business  was 
conducted  in  China  itself  should  come  under  the  British  Shanghai 
register,  and  a  registrar  was  appointed  at  the  British  consulate  in 
Shanghai  to  register  such  companies  there.  On  the  other  hand,  all 
companies  whose  business  lay  within  Hongkong  exclusively  had 
to  register  in  Hongkong  and  have  their  head  offices  there.    So  we 
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have  the  difference  between  the  Hongkong  British  company  and  the 

China  British  company.  tt  , 

Income  tax  was  not,  however,  imposed  on  Hongkong  companies 
as  thev  thouirht  it  might  be,  and  we  were  informed  in  China  that 
the  British-China  companies  would  never  be  subject  to  income  tax. 
because  the  British  had  learned  in  past  experience  that  there  should 
be  no  taxation  without  representation,  and  as  the  British  merchant 
in  China  has  no  representation  he  could  not  be  taxed. 

Mr  Htjix.  Then  it  is  a  fact  that  where  a  company  is  located  al)road 
and  has  no  head  office  or  main  office  of  any  kind  of  any  importance 
at  home,  and  resides  there  indefinitely  and  the  profits  accrue  there, 
they  do  not  undertake  to  tax  them  in  their  home  Government  ( 

Mr  Smrz.  I  am  not  able  to  give  an  answer  to  that  dehnitely.  be- 
cause'that  would  alter  with  conditions  in  diflferent  territories.  1  here 
have  been  difficulties  of  that  kind,  with  dupUcate  taxation,  where 
they  had  colonial  taxatign,  as  in  India  and  m  Australia,  where  the 
actual  ownership  of  the  companies  was  a  ested  m  British  shareholders 
located  in  England,  with  their  head  oflice  as  a  holding  company  in 
England,  and  then  they  imposed  English  taxation  after  the  colonial 
taction  had  already  been  inJposed.  There  was  quite  some  difficulty 
about  that,  and  that  was  remedied  last  year  by  some  new  orders  in 
council  being  passed  to  put  that  right  I  believe  you  are  correct  m 
what  vou  have  just  said  about  that  provision  having  been  incor- 
porated in  <«ie  King's  ordinances  that  there  shoiild  be  no  taxation 
where  the  money  is  made  entirely  outside  of  the  British  junsdictiop^ 

Mr.  Hull.  And  where  the  operator  lives  and  resides? 

M^r  Seitz.  Ygs.  ' 

Mr.  Hi  IX.  With  no  office  anywhere  in  Enghmd? 

Mr  Seitz  Yes.  There  was  some  such  order,  but  I  am  not  able  to 
call  to  recollection  what  that  was.  I  have  here  a  book  with  the  com. 
plete  orders  in  council  in  connection  with  British  foreign-trade  opeta- 
itons.  It  will  be  in  there  somewhere.  ^  ^ 

Mr.  Hull.  You  will  find  that  somewhere  In  the  ammidinents  to  tbe 

British  income-tax  law.  ,    .     ,  ^  t  ro.- 

'  Mr  Seitz.  Yes ;  it  will  probably  be  m  that  section.  In  China  the 
British  merchant  is  entirely  free  from  income  taxation  on  his  opera- 
tions in  China.  The  American  merchant  has  to  mcorporate  under 
some  State  charter,  therefore  he  comes  under  the  junsdidiion  of  the 
State  and  Federal  laws  in  connection  with  taxation  exactly  as  if  the 
company  were  operated  at  home.  . 

Mr.  Hull.  He  has  to  incorporate  back  home  m  order  to  get  th© 
benefit  of  certain  protection?  ..      .    .    ,  . 

Mr.  Seitz.  Yes.  sir.  And  that  condition,  for  instance,  prevents  the 
(rett'mcr  together  of  Chinese  and  Americans  in  business  in  Chma,  and 
that  is  the  only  solid  basis  on  which  the  business  of  the  future  can 
be  built  up.  We  have  that  visualized  just  now  m  the  clearest  pos- 
sible way  in  the  existing  condition  of  affairs  m  China  m  trade. 
Conditions  are  bad  there.  All  firms  have  suffered  to  a  more  or  1^ 
degree,  like  all  the  rest  of  the  world,  but  to-day  the  position  is  this, 
that  so  far  as  I  have  been  able  to  learn  not  a  single  British  house  has 
gone  down,  not  a  single  British  house  is  quitting  business,  not  a  single 
British  house  has  had  losses  that  amount  to  anything  serious.  On 
the  other  hand  we  have  American  houses  practically  all  in  difficulties. 
A  prominent  banker,  on  the  last  day  when  I  was  leaving  Shanghai, 
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was  talking  with  me,  and  I  said,  "  Well,  I  suppose  two  out  of  every 
five  ASan  firms  'will  be  in  a  bad  way  when  you  clean  J  P  at  the 
end  of  the  year."   He  said,  "No,  Seitz,  you  are  wrong,  it  will  be 

nine  out  of  tati."  ,      .  •  i.i,^r«. 

We  have  seen  one  of  the  biggest  American  companies  there,  the 
Grace-China  company  quitting,  elosin-  down  i  s  offices  in  China 
and  unless  we  act  rapidly  an5  get  this  Federal  incorporation  act 
straightened  out,  most  of  the  American  business  men  m  China  will 
have  left,  and  once  they  leave  and  we  create  in  tlie  mmds  ot  the 
Chinese  the  impression  of  want  of  stabiUty,  it  will  be  a  hard  thing 
to  get  back  there  again  and  start  in  once  more  There  have  been 
miffions  and  millions  of  doUars  spent  in  China  building  up  American 
business,  and  building  up  our  Chinese  trade.  We  should  do  every- 
thing possible  to  further  that  trade,  so  that  the  home  manufacturer 
can  ^fi  goods  in  China.  Keeping  our  industries  sui)ported. 

To  show  you  how  this  income-tax  feature  handicaps  American 
trade,  I  will  give  you  an  example  of  how  British  companies  stand. 
A  Chinese  wfll  come  down  from  the  interior  of  the  gentry  class 
who  own  big  areas  of  the  farm  land  with  a  proposal,  say  to  put  m 
a  cotton  mill,  because  they  can  grow  fine  cotton  there,  or  a  flour 
mill  for  wheat.  We  will  take  a  cotton  mill  as  an  illustration.  Ihe 
Chinaman  will  go  to  a  British  house,  and  will  explain  that  he  has, 
sav,  $200,000  to  invest  in  a  cotton  mill.  The  British  house  will  take 
up  the  proposition  with  him,  get  up  the  plans  for  a  small  cotton 
mill,  and  then  thev  will  even  take  some  capital  themselves,  and  they 
will  fro  out  and  get  some  more  put  in  by  the  public.  Then  they  will 
organize  a  companv  under  the  Hongkong  British-China  ordinances 
and  start  business.  They  will  buy  the  machinery  from  England.  They 
will  buy  the  increases  in  machinerv  from  England,  as  the  business  de- 
velops." All  the  supplies  for  the  "building  and  everything  that  goes 
to  the  rnnnin<r  of  the  mill,  the  staff  that  goes  into  the  mill,  the  fore- 
man, the  manager,  the  whole  system  will  be  British.  And,  further- 
more, tlie  British  firm  which  organizes  the  company  becomes  the 
general  agent  or  mana*rer  under  their  custom  of  working  and  re- 
ceives ten'~or  fifteen  thousand  taels  a  year  for  doing  that.  That  is, 
they  just  lend  their  support  as  agents "^and  general  managers.  They 
have  a  secretary,  that  they  pay  a  few  hundred  dollars  a  month.  The 
balance  is  all  fust  clover  and"  cream,  which  they  can  apply  to  their 
overhead  in  their  ordinary  work. 

There  are  British  businesses  in  China  that  have  75  per  cent  of  their 
business  which  is  on  that  basis.  Xearly  every  British  company  in 
that  country  of  any  standing  at  all  has  at  least  one  agency  of  that 
kind.  Amongst  the  American  firms  there  is  not  a  one  that  I  know 
of  that  has  such  an  agency,  because,  in  the  first  place,  Chinese  do  not 
go  to  American  firms  to  organize.  We  have  not  got  the  incorpora- 
tion laws  to  suit.  In  the  second  place,  the  Chinaman  is  not  going  to 
start  in  to  put  his  money  in  with  American  merchants  making  profits 
in  China,  with  investments  in  China  to  work  on  Chinese  products, 
and  then  pay  a  part  of  these  profits  over  to  American  in  the  form  of 
an  income  tax.  He  can  not  see  that  when  he  can  go  next  door,  to 
British  friends,  and  pay  nothing. 

The  result  is  that  whereas  the  British  firms  have,  maybe,  75  per 
cent  of  this  gilt-edged  trade  in  this  agency  work,  they  have  only  a 
small  pari  ol  their  business  in  what  is  called  the  indent  trade,  which 
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is  a  rifl^  class  of  trade,  where  a  man  comes  in  and  orders,  as  a  specu- 
lation, say,  500  or  1,000  tons  of  iron.  When  the  market  is  all  right, 
the  Chinese  will  take  delivery.  If  the  market  goes  wrong  and  the 
buyer  has  not  got  the  money,  the  firm  has  to  carry  the  account.  The 
Chinese  often  simply  can  not  pay  when  losses  are  heavy.  American 
firms,  on  the  other  hand,  have  none  of  this  gilt-edged  agency  or  cor- 
poration trade,  but  have  100  per  cent  of  the  risky  indent  business, 
where,  when  the  bottom  has  dropped  out  of  the  market,  they  have  to 
carry  the  loss  if  the  Chinese  buyer  can  not  pay. 

Mr.  LoNowoBTH.  Do  I  understand  you  are  seeking  from  the  Judif- 
ciary  Committee  a  Federal  incorporation  in  place  of  Stat^  incorpora- 
tion? 

iMr.  Seitz,  Yes,  sir.  .  • 

Mr.  LoNGwoRTH.  And  that  the  American  corporation  that  is  domg 
business  in  China  should  be  relieved  of  income  tax  <mi  the  business! 

JVlr  Seitz.  Yes, 

Mr.  Hull.  As  I  understand  it,  over  there  that  represents  a  case 
where  somebody  in  America  cuts  all  the  holds  loose  and  leaves  here 

and  goes  over  there  to  reside  and  do  business? 
Mr.  Seitz.  That  is  it  exactly. 

Mr.  Hull.  And  the  concern  is  not  controlled  here  nor  directed 
here  in  any  way,  but  it  is  conducted  entirely  by  those  who  go  over 

there  and  remain  there  and  do  business  there? 

Mr.  Si:iTz.  That  is  about  correct ;  but  there  could  be  cases  where  a 
group  of,  we  will  say,  American  manufacturing  houses  agree  to  in- 
corporate a  company  to  handle  their  interests  in  Chrua,  operate  in 
China,  and  to  sell  their  product  in  competition  in  China  witii  the 
manufacturers  of  similar  products  of  other  nations.  Such  a  corpora- 
tion, framed  and  formed  in  China  under  American  Federal  incor- 
poration, could  then  operate  on  the  same  footing  as  the  British  com- 
panies do,  and  could  get  the  trade  in  the  same  way. 

Mr.  Dickinson.  I  understand  the  British  parent  institution  might 
be  in  Great  Britain  and  have  their  branch  houses  in  China  ? 

Mr.  Seitz.  Where  the  company  lias  its  head  office  in  London  and 
a  branch  office  in  China,  and  it  remits  the  profits  back  to  London,  it 
pays  income  tax ;  but  where  a  British  manufacturer  in  England  has 
a  separate  company  in  China,  in  which  he  may  control  the  stock,  and 
that  company  works  in  China  exclusively  and  makes  its  profits  there, 
then  that  corporation  is  not  taxed;  but,  of  course,  the  dividends  of 
that  corporation  tliat  are  remitted  to  England  would  then  be  taxed 
in  England.  . 

Mr.  Dickinson.  You  want  to  bo  put  on  the  same  basis? 

Mr.  Seitz.  On  the  same  basis  exactly. 

Mr.  Bactiarach.  In  case  that  is  not  done,  can  you  do  business 
under  the  British  jurisdiction?  In  other  words,  do  you  have  equal 
rights  with  the  Britisher  himself  in  China? 

Mr.  SErrz.  We  can  form  corporations  under  the  British  law  by 
joining  in  with  British  interests,  but  we  can  not  control  the  business. 

Mr.  Bacharach.  And  your  rights  are  not  prejudiced  in  any  way 
by  reason  of  the  fact  that  you  are  American  ? 

Mr.  Seitz.  They  would  become  British  companies. 

Mr.  Bachakaok.  You  would  become  British  companies  ? 

tMr.  Sisrrz.  They  would  become  British  companies,  and  then  the 
management,  contxol,  and  directorate  would  have  to  be  British. 
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Mr.  Bacharach.  British  cidzens) 

Mt.  Is  You  m^t  explain,  Mr.  Seitz,  that  that  is  tlie  result 

of  the  order  in  council  of  1919.  ^  .  ,       ,   f  1 01  <> 

Mr.  Sbttz.  That  is  a  result  of  the  order  in  cftuncil  of  l.)l  .>. 
Mr.  Dybr.  And  drove  the  American  managem«it  awajr  from  thosp 

^  Mf  sX^'^^.h  came  into  force  on  the  l«t  of  March,  1920  I 
w,^the  -eneral  manager  of  the  China  Import  &  Export  Lumber  Co., 
^  company  in  which  there  is  a  very  large  amount  of  Amencan 
capital  ^-^s  a  company  that  was  established  in  1901  I  was  one 
of  he  original  promoters'  and  helped  build  it  up.  An  order  in 
council  came  in  last  year,  and  I  had  to  resign  the  management  and 
turn  the  management  over  to  a  British  firm. 

Mr  Dickinson.  The  trade  rehitions  and  commerce  between  the 
United  States  and  China  is  seriously  affected  by  this  condition f  . 

Mr.  Seitz.  Absolutely.  ,  .«  ^ui^t 

Mr  Dickinson.  And  would  be  relieved  if  yo|i  ean  accomplish  this? 

Mr!  Seitz.  If  we  can  accomplish  what  we  are  asking  for  it  would 
mean  iust  this,  that  American  trade  in  China  would  flourish.  The 
American  Go^'ernment-the  Treasui7--might  lose  a  httle  income 
from  the  profits  which  the  merchants  in  Chma  may  make,  but  against 
that  must  be  set  off  the  enormous  trade  which  we  will  undoubtedly 
d.)  in  China,  because  it  is  a  coming  country,  and  there  are  450,000,000 
„eople  there  who  are  beginning  to  use  machinery,  and  using  it  well, 
t  iust  heard  one  witness  before  you  here  say  that  ttie  Chinese  were 
very  poor  in  the  use  of  machinery.  But  he  has  not  hved  in  China, 
a.  i  have,  and  he  has  not  employed  the  Chinese  as  I  have.  1  have 
eiuijloved  .).0()<)  men  in  that  country.  I  run  five  sawmills  there,  and 
I  have  an  interest  in  cotton  mills  and  other  industries  all  over  tha-t 
coimtrv,  and  thev  handle  machinery  wonderfully.  My  sawyers  get 
S2.-.  a  month  and  my  filers  get  $25  a  month,  and  the  work  is  wonder- 

f ullv  done.  ,   ^       ,       •,    u    4.  o 

Mr  Olufield.  How  about  this  squeeze  that  we  heard  about? 
Mr.  Seitz.  It  exists  there  all  right,  but  is  not!  so  bad  as  some- 

tniit*s  stcitccl.  *  • 

Mr.  Dyer.  Chinese  laborers,  mechanics,  etc.,  are  also  employed  in 

building  ships,  are  thev  not  ?  .      ,      »  • 

Mr  Seitz.  Yes.  sir.  Hiev  are  building  ships  tor  the  American 
Government  at  Shanglmi.  thev  have  big  dock  yards  there.  When 
I  was  a  boy  T  used  to  travel  in  the  interior  of  the  country  a  great  deal. 
They  used  no  machinery  then.  To-day  there  is  not  a  village  that  you 
can 'go  to  where  there 'is  not  sonu'  mill  machine  puffing  away,  and 
nine  times  out  of  ten  you  will  tind  they  :u-e  American  machines,  be- 
cause during  the  war  these  machines  were  bought  at  any  kind  of 
price  from  America  because  they  cc^ild  not  get  tliem  from  Europe. 

There  is,  for  instance,  a  town  up  in  the  interior,  away  from  Shang- 
hai, called  Wusih,  where  there  are  three  big  cotton  mills  worth 
about  $4,000,000  or  $6,000,000.  There  are  tAVo  big  silk  filatures. 
There  are  also  two  flour  mills  working  to  capacity  all  the  time.  Those 
mills  are  all  working  24  hours  per  day  under  Chinese  management, 
Chinese  mechanical  control,  and  absolutely  Chinese  throughout,  and 
moBt  of  th^  machiisfiry  is  Aaierican. 
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Mr,  Oldfield.  Chinese  capital? 

Mr.  Seitz.  Chinese  capital,  with  some  foreign  capital. 
Chinese  are  good  mechanics.  You  will  find  that  in  industrial 
plants  in  50  different  places  in  interior  China,  away  from  the  coast 
tiie  ordinary  tourist  does  not  go.  Our  future  in  China  lie>  in 
selling  our  machinery,  and  then  selling  our  cotton  and  other  inod 
ucts ;  and  they  will  buy  it,  because  they  can  not  grow  long-staple 
cotton  there. 

Mr.  OiiDFiEiJ).  What  kind  of  cotton  do  they  grow? 
Mr.  Skitz.  Short  staple;  soft  cotton. 

Mr.  Dickinson.  Are  you  filing  a  written  ^atement  along  with 
your  statement? 

■  Mr.  Sbttz.  No;  I  have  not  prepared  any.  I  have  made  a  statement 
which  is  printed  in  a  report  which  Mr.  Dyer  has  handed  me  to-day 
of  a  hearing  on  this  Federal  incorporation  bill  at  Shanghai,  covering 
the  whole  proposition. 

Mr.  Huix.  I  have  been  giving  some  consideration  to  that  question 
during  the  past  year  or  two,  and  while  I  have  not  undertaken  to 
work  out  in  my  own  mind  all  the  phases  of  it,  I  am  inclined  to  the 
opinion  that  it  is  a  matter  that  ought  to  be  given  serious  considera- 
tion by  this  committee,  as  far  as  I  am  concerned,  as  one  member  of 

tiie  committee. 
Mr.  Dickinson.  I  feel  the  same  way. 

The  Chaibman.  I  would  like  to  have  had  the  full  committee  hear 
this  statement.  We  have  had  our  time  very  much  taken  up,  and  the 
only  time  we  C8in  hear  you  is  when  we  have  finished  the  last  witness 
for  the  day.  I  am  sorry  there  are  only  a  few  members  who  were  able 
to  remain  to-day,  but  I  would  suggest  to  you  that  you  prepare  a  brief 
on  the  matter,  so  that  we  can  all  read  it  and  see  it  when  we  reach  this 

question.  ,  •  ,  j 

Mr.  Scrrz.  I  would  be  very  glad  mdeed  to  do  that. 
The  Chairman.  That  might  be  best,  because  there  are  only  two  or 
three  gentlemen  of  the  committee  present.  The  others  were  obliged 

to  go. 

(Mr.  Seitz  submitted  the  following:) 

APDiTior^AL  Statkment  in  rk  thi:  Tax  Km-aiptton  Featikes  ov  H.  R.  7204  foe 

FWmAh  I^COftPOBATION  OF  COMPAiSIlCfci  ENUAGISU  IN  FOKiiIGN  TRADE. 

* 

The  following  adiiitiiaial  statement  is  submitted  on  behalf  of  the  Ai^rican 
business  interests  of  CJlilna  m  repres«ated  by  the  Am^caa  OiaEibw  of  Oom- 
merce  of  China  and  the  American  Association  of  riinm : 

Bill  H  R  7204  is  to  provide       Federal  law  covering  incorporation  for  com- 
panies iii  China,  so  that  such  companies  will  he  recognized  in  foreign  trade  as 
I  'American'  companies,"  tliereiiy  lielping  to  put  American  companies  operating 

in  China  on  an  equal  footing  with  trade  OOTipetitors.  Brltl*  bimln^  pre- 
dominates in  CJhina,  being  operated  under  the  BritUdi  Hongkong  Co.  ordinaiK  es 
which  have  been  extended  to  cover  operations  of  British  companies  tlirough- 
out  China  under  the  extrat^-ritorlal  jurisdiction  privileges  which  toreign 

piowers  enjoy  in  China.  »^  ^     i  ,  a.* 

The  essential  necessity  to  complete  the  purpose  of  Fedwal  incorporatUm 
bill  (H.  R.  7204)  ie  to         therdm  a  provlsUm  ejs^ptlng  A»mc«ii  companies 

Incorporated  thereunder  from  income  taxation. 

lu  America  such  taxes  appl^-  on  all  business.  In  China  the  Amencan  iner- 
ohant  alone  is  taxed.  British  men^hauts,  as  also  French,  Japanese,  and 
Chinese,  pav  no  income  or  excess-proftts  tax.  Consequently,  American  bu^ess 
can  not  survive  In  active  competition,  and  existing  trade  e(mditt«D8  in  China 
show  that  relief  is  urgently  necessary. 
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So  long  as  this  handicap  exists,  it  is  not  possible  for  Ameri^  btwinesg  to 
China  to  interest  CJWnese  capital  in  building  up  J«f * .f"*!'^^^^; ^^.,1  ^„,eri- 

America  has  the  goodwill  of  the  Chinese,  and.  all  things  being  equal,  Amen 
cafSSd^JwS^  nSSants  will  get  together  to  build  up  t^ade  between  the 

^0  Entries.  Chinese  merchants,  however.  "f.  "^fe  lusS^^fJ^^^^^^ 
ing  with  American  enterprise  under  American  ^^w  If  the  bustoess  is  g^^^ 

be  taxed  under  the  American  incomeaM  ^^^^J^ ^^^^I^^'^lS^'^a. 
ing  to  be  paid  to  the  United  States  Treasury  taxes  on  profits  made  purely  ano 

"Slf  n?fnSe'^,e*hant  cnn  do  better  by  putting  ^"Tin  CMn^f^ 
British  friends  or  wilh  i'^reuch  or  Japanese  fnends  operating  in  China  free 
tVoii    Uiriin  even  if  he  must  accept  the  drawbaclt  of  having  to  purchase  for 
industrial  SeWakings  foreigi  machinery  and  equipment  when  he  would 

^i^^fS^Suate  law.  for  contn.  of  Chinej.  coigji^i<^  ^h^ 

CO  io  4tion  l^Tw  The  «i^ng  fevorable  British  laws  induce  Chinese  to  cooper- 
ate ^iS^S  eicluslveirwith  British  merchants  in  such  enterprises.  Com- 
SSiiJsTre  ftnS  under  the  Hontrkong  ordinances  free  from  taxation.  In 
SSTc^rnaS  the  nmnasement  aiul  directorate  are  Hritish,  and  the  custom 
f^fwae  management  to  be  paid  a  substantial  sum  annually  «or  its  »^rvic^ 
control  of  the  company  being  in  British  hands,  it  naturally  follows  t^at 
machSrv  employed  In  tiie  factories  is  British ;  the  supplies  and  equipment  for 
STe  reS'  Stag  of  the  works  are  British;  the  skiUed  staff  of  engmeers  and 

'"rsmireSSirSs  as  much  as  three-fourths  of  their  business  is  ba^  on 
.iKh  Zmtions  No  such  development  in  working  between  Chinese  and  Amer- 
ican merchants  is  possible,  on  account  of  the  handicap  in  connection  with  income 
tex  and  eSw  profits  tai  laws  which  are  applied  on  American  trade  oima- 

*'Tt'\mSkS' shipping  is  to  win  on  the  seas  it  must  be  supported  by  Ameri^ 
trade  i^relopuient^L  foreign  countries,  so  as  to  Provlde  cargoes  for  American 
iSps  to  carry.  Chhia  is  on  the  verge  of  great  industrial  development,  and 
with  laws  framed  to  meet  competition  on  an  equal  f.x.ting,  will 
iSSK  M^IIr  5SXre-pos8ibly  more  than  a  fair  share-in  the  trade 

'^Tunin."Thr  American  merchant  in  China  on  an  ^ual  footing  with  the 
Ttrinsii  merchant  in  freedom  from  ineome  and  excess  profits  taxation,  the  direct 
S^riU  be  ftit  AmSr^^^  m  cooperative  working  with  China,  sell  to  the 
SSt  machSieS  and  produce  in  large  quantity.  Profits  accruing  to  our  manu- 
SJmreS  ^rTmerica  and  resulting  benefits  in  the  national  balance  of  trade 
Si  be  out  of  all  proportion  in  increasing  national  prosperity  compared  wlththe 
Tinall  sacrifice  by  the  United  States  Treasury  In  Income  taxation  on  the  profits 
which  American  corporations  In  Cflilna  may  make. 

wonts  ON  mooXK  taxatow  of  bkttish,  french.  and  japamese  companies  as 

APPLYING  IN  CHINA. 

There  are  three  recognized  forms  of  British  company  operation  applying  to 

*™l^*W'BSSa'S"  is  generally  accepted  to  mean  'i/'^^P^"?; 
head  office  in  England,  incorporatetl  under  the  laws  of  Great  Britain,  ana 
oS^  iitimi  ii.  r hi.ia  through  a  branch  office  there.  Such  a  company  is  subject 
rfiSi  income  tax  on  the  profits  earned  by  the  branch  in  Chtoa  and  rem  tted 
to  England.  (Nont-Companies  in  China  so  operate<l  are  ""^^^ly  ^^he  Alfr^ 
Holt  or  "Blue  Funnel"  steamship  interests,  the  P.  &  O.  b.  Ss.  Co.,  ana  uie 
Chartered  Bank  of  India,  Australia,  and  China.)  . 

V  "Hongkong-China  company"  means  a  company  incorporated  unoer  ine 
HJnirkung  company's  ordinances,  wliich  may  carry  on  some  j^rt  of  1^  businea® 
within  the  territory  of  cmina,  but  is  directed  and  controlled  by  a  head  office 

in  the  colony  of  Hongkoi^.  .,„,iar  the 

3  A  "British-China  company"  means  n  company  incorporated  unU^tne 
Ho^kong  company's  ordinances  doing  Inisiness  within  tbe  territory  of  Omna 
andTregistered  with  the  registrar  of  British-China  companies  at  Shani^ 
whei^  the  head  offices  of  such  companies  are  usually  located. 
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In  the  operatiou  of  a  "  Hougkong-China  company"  or  of  a  ** Britlsh-Ohina 
company  "  there  is  no  burden  imposed  In  tbe  form  of  income  or  excess-profits 
taxation.    The  only  charge  made  by  the  British  authorities  is  a  fee  to  the 

registrar  which  is  based  on  a  sliding  scale  up  to  $300  annually. 

Up  to  the  31st  of  December,  1915,  all  British  companies  operating  in  Hong- 
kong or  China  were  known  as  "  Hongkong-China  "  companies.  Apparently  the 
possibility  arose  that  the  British  colony  of  Hongkong  mi^t  become  sabject  to 
income  taxation.  It  was  then  arranged  by  the  British  Government,  in  protec- 
tion of  British  trade  in  China,  to  make  a  distinction  between  Honjxkong- 
China  "  companies  and  "  British-China  "  companies.  The  principle  involved  was 
simply  that  while  it  would  be  justiliable  to  tax  companies  doing  their  prin- 
cipal business  and  having  their  head  office  in  the  colony  of  Hongkcmg  it  would 
not  be  policy  to  tax  British  companies  opmting  solely  in  China,  on  the  theory 
that  such  companies,  havti«  no  r^resratetton,  could  not  properly  be  made  sub- 
ject to  taxation.  .     >,  ^  »  t>  k 

Regulations  for  the  separation  of  '*  Hongkong-China  companies  and  British- 
China  "  companies  were  published  on  the  ITtb  of  Decemb^,  1915,  and  came 
into  force  on  the  1st  of  January,  1916.  „     ,  .  „ 

Bventually  income  taxation  was  not  enforced  on  "  Hongkon?  Chma  com- 
panies, so  that  to-day  neither  the  "  Hongkon.i;-China "  companies  nor  the 
"British-China"  companies  registered  at  Shanghai  with  the  British  registrar 
of  companies  there  are  taxed.  ,  * 

French  companies  in  C3iina  are  not  taxed  in  trade  there.  No  cqpedal  laws 
seem  to  have  been  framed  covering  Frendi  incorporation  of  companies  for 
operation  in  China,  but  it  is  positively  known  that  under  French  consular  regu- 
lations French  companies  do  operate  in  China  free  from  income  or  excess-profits 
taxation.  Japanese  companies  operating  in  China  are  placed  in  the  same  posi- 
tion as  the  French  companies,  in  that  no  special  laws  sewn  to  exist  ^ving  such 
companies  freedom  from  Income  taxation,  but  it  is  definitely  known  that  Japa- 
nese companies  do  not  pay  taxes  on  their  profits  in  China.  In  this  connection 
Mr.  Julean  Arnold,  commercial  attach^  to  the  American  legation  at  Peking, 
makes  a  positive  statement  in  his  evidence  given  on  August  8,  1920,  at  Shanghai, 
China,  and  published  in  "  Hearings,  Committee  on  the  Judiciary,  House  of  Kep- 
resentatlves,  on  H.  R.  7204,  serial  13,  part  page  39,  paragraph  8.  In  whidi 
he  states  t 

"  The  Japanese  meet  this  situation,  in  order  to  encourage  their  nationals  in 
trade  and  in  other  enterprise  in  China,  by  stipulating  that  in  lieu  of  Government 
taxes  Japanese  corporations  in  business  in  China  may  expend  the  equivateit  In 
purchases  of  real  estate  in  that  country." 

In  a  hearing  before  the  Committee  on  Ways  and  Means  on  the  tax  features 
of  H.  R.  7204,  held  on  Friday,  December  17.  1920,  a  request  was  made  of  Mr. 
H.  H.  Arnold,  of  Shanghai,  China,  who  appeared  before  the  committee,  to  give 
evidence  that  copies  of  laws  be  produced  in  proof  that  British,  Frencli,  and 
Japanese  corporations  are  free  from  income  and  excess-profits  taxaticm  <m  th^ 
<«)erations  in  China.  Copies  of  such  laws  can  not  be  produced  for  the  reason 
tliat  no  laws  have  ever  been  made  imposing  taxation  on  British,  French,  or 
Japanese  companies  In  China;  conseaueutly.  no  enactments  are  in  print  remov- 
ing such  taxation*  ^  ^  ^  

O,  li.  SBCTS, 

Speotal  Delegate  representing  the  Amerioam  Chamber  of  Commerce 

of  China  cmmI  the  Amerfoon  As900Miom  of  China. 

Wabbinqion,  D.     Jamairy  1%  iMI. 

(Whereupon,  at  4.50  o'clock  p.  m.,  the  oommittee  adjaumed.) 
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